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First Person 


continued from page 71 


The dividend rates or equity rates appearing in 
Value Line may be useful in arriving at a valid capi- 
talization rate. 


The Sales Comparison Approach 

The sale of our municipal water system took place a 
number of years ago. The price paid differed from the 
rate base or depreciated value established by the PSC. 
Research revealed that the sale price of some other wa- 
ter systems was exactly the same as their rate base. 
Perhaps when the seller is the municipality, a sale is 
more likely to be below market. 

We were persuaded that rate base sales, reflecting 
only current income, are not true representations of 
value. For all practical purposes, there were insuffi- 
cient data available for us to use the sales comparison 
approach. But as more private water systems prove 
profitable, this may not be a problem in the future. 

If the appraiser has evidence of an arm’s-length sale 
of a comparable system, then units of comparison 
might include the ratio of number of users to total ex- 
isting capacity, number of years expected to pass be- 
fore capacity is exhausted, and age and quality of ex- 
trication, storage, and distribution facilities. 

Correlation of value conclusions from the two ap- 
proaches used determined the final estimate of value. 
Value was assigned to each taxing district in the same 
proportion as the existence of system components lo- 
cated in that district. 


Summary 

In appraising the Missoula area water systems, it was 
necessary to define the cwnership interest and to jus- 
tify assessing property taxes against the operator. Is- 
sues related to intangibles and property classification 
were addressed. A detailed itemized list of improve- 
ments allowed a well-supported valuation by the cost 
approach. Total income and expenses were used to es- 
timate an income value. Unused capacity was valued 
using an annuity approach. The larger urban system 
was most accurately valued using the cost approach, 
whereas the newer suburban system, with significant 
unused capacity, was most accurately valued using the 
income approach. 
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In MEMORIAM 


Peter Sorrentino, CAE, died October 19, 1997. He was a member of the [AAO for seven years, and 
served on the Legal Council. Mr. Sorrentino was the Real Estate Tax Manager for the U.S. Postal Service. 
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